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Iaternal Revenue Service Departz~at of the Treasury
Mistrlct 1100 Commerce St., Dallyg, Tes 522~ R
Directar ‘

BEmployer ID Number:
Person to Contact: Eis

Telephone Number:

oate: 007 07 1 "ﬁsm' )

|

l

Dear Sir or Madam:

We have considered your application for recognition of exemption from Pederal
income tax under section 501(c)(3) of the Internal Revenue Code.

The information submitted indicates you were incorparated on asmyhaEEniD g

Y. The principal urpose specified in your articles of

amendment, which were filed on“ with the Secretary of State, are:
"To lessen the burdens of Governmeat by promoting and developing alternate
dispute resolution Systems through educational programs, training.
publication and similar activities. To assist in achisving this purpose, the
corporation will coordinate the resolution of commercial disputes between
private parties by providing a neutral forum, and the required related
physical facilities and services, to parties who wish to resolve disputes
without resorting to litigation. The corporation will coordinate the
resolution of such disputes by applying the rules of coaclllation, mediation
and arbitration of other recognized {nsti{tutions or by applying similar rules

promulgated by the corporation. The corporation may also train individuals to

enable those {ndividuals to better serve as mediators and arbitrators of
disputes.”

[n your application, you state that you provide facilities and administrative
and support services to fndividuals. companies. and other entities using
mediation; provide resumes of qualified mediators to those who request mediation
services: cosponsor events about mediation activities at least once a year,
depending on the availability of funds: hold informational symposiums on
madiation once a year in the United States, Mexigo, and Canada; and conduct
one-day training sessions, in the second day of your informational symposiums,
for individuals who are qualified to be medlators.

In your brochure,
you state that your purpose is to provide a
mediation and concillation program. You encourage businesses to iaclude

mediation and other alternative methods in domestic and International business
aggreements, You can be contractually designated as the administering agency in
dispute resolution clauses of private parties. You offer full administrative and
support services to parties whe wish to resolve disputes through mediation or
other alternative dispute resolution technlques.
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You charge disputants from SGEEP to MUl for each case you sdwlnister. In -
addition, disputing parties are charged for using hearing rooms, translation

service, transcript service, catering service, and any other expenses incugred

by them. You also charge mediators @% of thelr compensation received Crom the
disputants. In order for mediators and attorneys to be listed in your registry,

they have to pay fbu an annual fee of $f

In your letter dated ~ you state that one of your main objectives
is to facillitate the resolution of international commercial disputes among
private parties within the United States, Canada and Mexico by avoiding costly.
protracted court proceedings. Por pramotional purposes, you will utilize
internet and direct mailings through local chambers of commerce, law firms and
institutions. Your prospective clients vlll be prlvate parties invalved in
international commercial disputes.

Your business hours are from 8:30 a.m. to §: 30 p;l.. Monday through Friday. You

state that you will extend your dnlly haurs to accommodate disputing parties who
seek your services, ,

Your major operating expenses are personnel. The duties of your paid staff/will -
include marketing your services, coordinating and administering support services

for dispute resolution proceedings, providing mediator referral service, and
digseminating {nformation regarding your work through conferences, workshops and
sympasiums.

You indicate that you may award scholarships for training of individuals as
mediators and other dispute resolution experts. However, details such as
eligibility requirements, selection procedures, amounts of awards. etc.., have
nat been determined as NN .

Your anticlpated sources of support are contf&bﬁtions,and unrelated business

income. You state that the revenue gources shown as unrelated business incoame
are fees for services rendered.

In a letter dated”. your chairman states that you are saliciting
financial support for the initial three years because you plan to be
self-supporz}zz in three years. He also states that your activities, bringing
disputing/p rties in , will provide a cost benefit to corporations Iz

rcsgizip disputes.

You state that you l2ssen the burdens of goverameant because you promote and
develop alternate dispute resolution systems and your activitles enable private
parties to resolve their disputes without court actlions., You prcvide
opportunities for small and medlum businesses to resolve their commercial
disputes in a cost erfective manner.

Your basis for exemption is that other organizations have already initiated
mediation services; and that a goverament graat was given to a state university
for the United States and Mexico conflict resolution study.

Section 501(c)(3) of the Internal Revenue Code providés for the exemption from
federal income tax of organizations organized and operated exclusively for
religious, charitable, scientific, testing for public safety, literary, or

P et
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Prior to the formation of the organization, the caourt pald attorneys tQ gerve as
guardians ad litem representing the neglected or abused children {n court
proceedings. The ruling states that the approval of an organization and its
activities by a government official {s not sufficient to establish that the
organization is lesseaing the burdens of goveromeat. Therefore, in addition to °
the criteria set forth in Revenue Ruling 85-1. ruling 85-2 also considers the
interrelationship betweea the organization and the goveranment. A favorable
working relationship between the organization aand the government is strong
evidence that the organization is actually lessening the burdens of the
government.

In Revenue Ruling 72-369, 1972-2 C.B, 245, a gonprofit organization formed to
provide managerial and conxultlng services at cost to other exempt entities, is
held not to be exempt uader section s01(c)(3) of the Code. The ruling states
thal providing managerial and consulting services oc a regular basis for a fee
is a trade or business ordinarily carried ou for profit. The fact that the
gervices are provided at cost and solely for tax exempt entitles is not
sufficlent to characterize this activity is charitable within the meaning of
section 501(e)(3). '

In Revenue Ruling 61-170, 1961-1 ¢.8. 112, an organization which maintains a ~
register primarily for the employment of its member nurses, is held not exempt
under section §01(c)(3) of the Code. The ruling states that the organization was
promating the private iaterests of individual aurses.

In MWQW—LMM 328 U.S.
279 (1945), petitioner was held not exeapt froa federal taxes as a corporation
organized and operated exclusively for sclestlflic or educational purposes.
Petitioner contended that its activities are directed toward the education of
businessmen and the general public. The court held that the presence of a single
noneducational purpose, if substantial in nature. will destroy the exemption
regardless of the ausber or fmportance of truly educational purposes. The court
held that in order for petitioner to fall within the claimed exemptlon. it must
be devoted to educational purposes exclusively. Since petitioner promoted an
ethical as well 24 a business community. it was not entitled to be exempt from
taxation under the Act {n favor of religlous, charitable, and educstional
organizations,

In applying the operational test on the basis of the information you supplled.
the provision of administrative and support gervices to disputire oarties is
your primary activity. such gervices are provided on a regular basis, and will
be extended oeyond syour business hours to accommodate the pediation sessions of
your clieants. You also provide mediator referral service by maintaioning
register of mediators and attoraeys on & regular basis. The marketing and
provision of your gervices are handled by your regular full-time paid staff.
Your printed materials. {ncluding the brochures and solicitation letters, are
emphasizing the sarvices available by you and the advantages of resolving
commercial disputes through mediation.

On the other haad, you oaly schedule a one-day tralaing session lo the annual
informational symposiums held in the United States, Canada and Mexico. You do
aot hold seminars, warkshops, techaical conferences, foruas, discussions, or
similar activities on a regular pasis. You are not primarily tormed to conduct
research activities and release the results of your research to the public.

R
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It app=zcs that the informational symposiums and the events dealing with
mediation activities will not be exclusively educationai. They aight be
{nformative to those who®plan to seek resolutions through alternatives other

than court proceedings. However, these activities appear to encourage the public ~
to use mediation proceedings and your support services. Your symposiums along

with the training sessions cannot be deemed a substantial part of your

actizéties. They are incidental to the adninigtrative and support services you
provide. :

Therefore, you are not an educational organization described in gection
501(c)(3) because you are not operated exclusively for educational purposes. You
are primar{ly engaged in a business of providing mediatioa support gservices,
which {8 not principally desigaed to lmprove or develap your clients'
capabilities through instructions or training.

Your primary activity is not exclusively in turtherance of charitable or other
exempt purposes apecified in sectlon 801(e)(3) of the Code. Your proviaion of
administrative and support services to business eaterprises that choose to

resolve commercial disputes through medistion or other alternative proceedings

does not constitute "lessening the burders of Government® within the meaning 13 -
gection 1.501(c)(3)-1(d)(2) of the Regulations.

First of all, you are not perforuing a governmeatal fuactioa on behalf of one or
more governmental units. There is no statute authorizing the provision of
government funding to assist private enterprises to resolve their commercial
disputes through litigation, mediation, or other alternative proceedings.

Second, a governmental burden does not exist in the type af artivities ynu
conduct. 1f you dia not exist, tae goveroment woula not nave to provide
aaministrative and support services to private enterprises geeking resolutions
of commercial disputes through alternative proceedings other than the court.

If the government is not authorized to fund sediation activities or to provide
administrative and support services to business enterprises using mediation,
your activities are not considered to be a government's burden. You are not
actually lesseniog the burdens of the government.

The nature of your activities can be distinguished from the nature of the
activities described in Revenue Rulings 85-1 and 85-2, supra. The activities of
the organizations described in these rulings exclusively benafit the
governmental units.’ Your activities penafit business eaterprises seeking
regsolution of commercial disputes in a cost effective manner.

You are not supported in part by government grants. Your staff and your
operations are directed and governed by a board comprised of attorneys and
businessmen who are not appolnted or elected by the government. The coantrol is
not vested in public authority or authorities. Your actlivities were not
previously uadertakea by the governmeant. No favorable working relationship
between you and the governmeat {s in exlstence. Your adminlstrative and support
services are not the type of prajects or activities assumed by the federsal,
state, or local government.

Your claim of lessening the burdens of government does not appear to be valld.
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The fact that funding was provided to a state university for a study qg_ggn(llct -

resolution does not mean that your administrative and support services are
lessening the burdens or government. Nor does {t mean that a governmental unit
considers your activities to be {ts burden. Purther, as stated in Revenue Ruling
85-2, supra, the fact that a government official expresses approval of an d
organization and its activities {s not sufflclent to eatablish that the
organization is lessening the burdens of the government,

In light of the above, we conclude that your adminigtrative and support services
cannot be deemed as the type of activities that lessen the burdens of
government. Since the services you provide constitute your primary activity, and
they do not benefit a governmental unit or a distinct charitable class, you are
not operated exclusively for charitable purposes.

You are engaged in a business of providing medlation support services even

though you are organized on a nonprofit basi{s. Your administrative and support
services are provided to those who can afford your charges. You plan to be
self-gupporting without soliecitations of financial support upon the first three
years of your operations. As stated in Revenue Ruling 72-389, supra, to provide
services for a fee at cost is not an exempt activity under section 801(c)(3) of

the Code. This principle would not change merely because you provide mediation -
and related services to for-profit enterprises, as distinguished from

organizations which provide consulting services to exempt organizations.

The services you provide may be bereficial to the private enterprises and are
undertaken on a nonprofit baslis. However, they cannot be regarded as a type of
activity which furthers charitable, educational, or other exempt purposes
specified in section 501(c)(3) of the Code. You are tfacilitating commercial
disputes amdng private parties rather than lessening the burdens of government
or improving individuals' capabilities through a training progranm,

In comparing the annual one-day training sessions following the first day of
your informational symposiums held in the United States, Canada and Mexico, with
the administrative and support services provided on 8 regular basis, the ‘
provision of your administrative and support services is substantial in nature.
AS indfcated in BetterBuygine » 8upra, the presence of a single
nosexempt purpose, if substaatial in nature, will destroy the exemption
regardless of the number or importance of truly educational purposes. Since you
provide mediator support service on a regular basis, and the provision of these
service constitutes a substantial part of your overall activities, you are not
operated exclusively for one or mare exempt purposes despite the presence of
your annual one-day training sessions and a potential scholarship program.

In addition, it appears that your mediator referral service is not a type of
activity that furthers one or more exempt purposes. You charge mediators a fee
for maintaining their data in your registry. This service serves the

private lnterests of the mediators even though it is not yuur primary activity.
See Reveaue Ruling 61-170, supra. . :

Also, you do not meet the organizational test of section 501(c)(3) because your
principal purpose is to provide mediation suppor services [or those who wish to
resolve commercial disputes through conciliation, mediation and arbitration.
These activities arc not consistent with t'ie purposss and activitles of an
organization described in sectlon 501(c)(3) even though your articles have
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Specified that you will got engage in any activity which would result f{n the -

- loss of your exempt status, Therefore, you do not meet the organizational test _—————
o requirements, See section 1.501(0)(3)-1(b)(1) of the Regulations, supra.

‘&G

Accordingly, we conclude that you do not qualify far exemption from federal
income tax under section §01(¢c)(3) of the Internal Revenue Code because you are
not organized andeoperated exclusively for charitable, educational, ar other
exempt purposes. Coatrlbutions made to you are not tax deductible. You are
required to file federal Income tax returns on Form 1120 reporting the amounts
of your taxable income ~nd tax due,

If you do not agree with these conclusfons. vou may, within 30 days from the
date of this letter, fiie in duplicate a brief of the facts, law, and argumeant
that clearly sets forth your position. It you desire an oral discussion of the

1ssue, please indicate this in your protest. The enclosed Publication 892 gives
instructions for filing a protest.

It you do not file a protest with this office within 30 days of the date of this
report or letter, this proposed determination will become final.

If you do not protest this proposed determination ln a timely manner, it will be -
considered by the Internal Revenue Code as a faflure to exhaust available
administrative remedies. Section 7428(b)(2) of the Internal Revenue Code

provides in part thatr, "a declaratory Judgment or decree under this section

shall not be issued in any proceeding unlegs the Tax Court, the Court of Clajms,

or the district court of the United States for the District of Columbia

determines that the organization involved has exhausted administrative remedjes
avallable to 1t within the Internal Revenue Service,"

If this determination letter becomes a final determination, we will notify the
appropriate State Officials, as required by section 6104(c) of the Code, that
based on the information we have, we are unable to recognize you as an
organization of the type described in Code section S01(¢)(3).

If you agree with these conclusions or do not wish to file a written protest,
please sign and return Form 6018 in the enclosed self-addressed envelape as soon
a3 possible. You should also file the enclosed Pederal income tax return(s)
within 30 days with the Chief, Employee Plan/Rxempt Organization Divisfon 1100
Commerce, Dallas, Texas 75242.

It you have any further questions, please contact the person whose name and
telephone number ame shown at the beginning of thls letter.

Sincerely,

Bobby B. Scott ’
District Director

Bnclosures:
Publication R92
Faorm 6018
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